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Abstract: The new economic policy initiated in July 
1991 clearly indicated that PSUs had shown a very 
negative rate of return on capital employed. Inefficient 
PSUs had become and were continuing to be a drag on 
the Government’s resources turning to be more of 
liabilities to the Government than being assets. Many 
undertakings traditionally established as pillars of growth 
had become a burden on the economy. Hence, the need 
for the Government to get rid of these units and to 
concentrate on core activities was identified. The 
Government adopted the 'Disinvestment Policy'. This 
was identified as an active tool to reduce the burden of 
financing the PSUs.In the present study an attempt has 
been made to examine and compare the impact of 
disinvestment on the financial performance of selected 
Maharatna and Navaratna under Public Sectors 
Undertakings. Paired T-test used for testing the statistical 
significance and this test is applied not only for ratio 
performance but also effect of disinvestment on the basis 
of pre and post disinvestment. Finally the study indicates 
that the Maharatna PSUs have significant impact and 
Navaratna PSUs didn’t show any impact by the event of 
disinvestment..   

Keywords: Public Sector Undertakings, Disinvestment, 
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Introduction 

Public Sector Undertakings (PSUs) have laid a strong 
foundation for the industrial development of the country. 
The public sector is less concerned with making profits. 
Hence, they play a key role in nation building activities, 
which take the economy in the right direction. PSUs 
provide leverage to the Government (their controlling 
shareholder) to intervene in the economy directly or 
indirectly to achieve the desired socio-economic 
objectives and maximize long-term goals. As agriculture 
is the backbone of Indian economy, Public Sector Banks 
(PSBs) play a crucial role in pushing the agricultural 
economy on to the progressive pathway and helping 
develop rural India. Moreover, PSUs play a substantial 
role in the rural development by providing basic 
infrastructural services to citizens  

 

Public Sector Undertakings 

The government-owned corporations are termed as 
Public Sector Undertakings (PSUs) in India. In a PSU 
majority (51% or more) of the paid up share capital is 
held by central government or by any state government 
or partly by the central governments and partly by one or 
more state governments. The Comptroller and Auditor 
General of India (CAG) audits government companies. 
In respect of government companies, CAG has the power 
to appoint the Auditor and to direct the manner in which 
the Auditor shall audit the company's accounts. 

Disinvestment 

Disinvestment is the action of an organization or 
government selling or liquidating an asset or subsidiary. 
Absent the sale of an asset, disinvestment also refers to 
capital expenditure reductions, which can facilitate the 
re-allocation of resources to more productive areas 
within an organization or government-funded project. 
Whether a disinvestment action results in divestiture or 
the reduction of funding, the primary objective is to 
maximize the return on investment (ROI) on 
expenditures related to capital goods, labor and 
infrastructure. 

Maharatna 

In 2009, the government established the Maharatna 
status, which raises a company's investment ceiling from 
Rs. 1,000 crore to Rs. 5,000 crore. The Maharatna firms 
can now decide on investments of up to 15 per cent of 
their net worth in a project. Eligibility: Three years with 
an average annual net profit of over Rs. 5000 crore, 
ORAverage annual Net worth of Rs. 10,000 crore for 3 
years, OR Average annual Turnover of Rs. 20,000 crore 
for 3 years (against Rs 25,000 crore prescribed earlier). 
Benefits for investment: Rs. 1,000 crore - Rs. 5,000 
crore, or free to decide on investments up to 15% of their 
net worth in a project. 

Navaratna 

Navratna was the title given originally to 9 Public Sector 
Enterprises (PSEs) identified by the Government of India 
in 1997 as "public sector companies that have 
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comparative advantages", giving them greater autonomy 
to compete in the global market so as to "support in their 
drive to become global giants". Eligibility: A score of 60 
(out of 100), based on six parameters which include net 
profit, net worth, total manpower cost, total cost of 
production, cost of services, PBDIT (Profit Before 
Depreciation, Interest and Taxes), capital employed, etc., 
and a company must first be a Miniratna and have 4 
independent directors on its board before it can be made 
a Navratna. Benefits for investment: up to Rs. 1,000 
crore or 15% of their net worth on a single project or 
30% of their net worth in the whole year (not exceeding 
Rs. 1,000 crores). 

Ratio Analysis 

Effective planning and financial management are the 
keys to running a financially successfully business. Ratio 
analysis is critical for helping you understanding 
financial statement, for identifying trends over time and 
for measuring the overall financial state of your business. 
In addition, lenders and potential investors often rely on 
ratio analysis when making lending and investing 
decisions. 

Review of Literature 

Bhaya (1990) studied disinvestment by giving base his 
findings on the time series data from 1981-82 to 1985-86 
published annually for the public and private sector by the 
survey of industries. Bhaya used three indicators of 
efficiency (managerial efficiency — things that can be 
controlled by managers). They are money, workforce and 
material. On the basis of the evidence available over the 
period 1981-82 and 1985-86, Bhaya concluded that 
barring the burden of the fixed capital over which the 
public sector management has no control and despite 
higher wages and administered prices over which the 
management has no control, efficiency in public sector is 
in no way inferior to the private sector. 

Jha and Sahni (1992): use Annual Survey of Industries 
data for the years 1960-61 to 1982-83 for our industries: 
cement, cotton textiles, electricity, and iron and steel in 
another study. The latter two industries, they claim are 
primarily in the public sector while the first two are 
owned predominantly by private interests. The authors 
have no evidence of allocate. 

Majumdar (1995): while evaluating the relative 
performance of public, joint and private sector opened 
that private sector is more efficient thanpublic and joint 
sector. 

Nanjundappa (1998): Concluded that the process of 
disinvestment can be meaningful when the test of public 
purpose is applied and when the manner of utilizing the 

proceeds of disinvestment is clearly stated to be in the 
national interest. 

Naib (2002) compared efficiency of 26 enterprises (13 
public and 13 private) for a 12 year period from 1988-89 
to 1999- 2000. The results indicated that both public and 
private firms experienced modest positive average annual 
growth rate during this period. Thus this study also 
revealed that at the enterprise level there is little empirical 
justification for general presumption in favour of either 
type of ownership and a case by case examination may be 
more revealing. 

Chundawat, Bhanawat and Mehta (2005): Study the 
impact of the disinvestment on the corporate performance 
of the public sector undertakings (PSUs). Inefficiencies in 
general and each of them is relatively as efficient as one 
another. 

Omrane and Jeffrey (2011) examine a sample of 1866 
privatizations from 37 countries and estimate the impact 
of disclosure standards and legal institutions that 
discipline auditors on the method chosen to divest state-
owned enterprises. The agency conflict between minority 
and controlling shareholders can impede a government 
from privatizing by selling its stake to diffuse investors in 
the public capital market with a share-issue privatization 
(SIP) that typically generates important spillover 
economic benefits, rather than an asset sale to a small 
group of buyers. They find that SIPs become more likely 
when countries mandate strict disclosure standards, 
although result is sensitive to model specification. 
Investors value reforms that subject auditors to more 
severe private and public enforcement over several other 
legal determinants, including enhancing disclosure 
standards. 

Objectives of study 

 To analyze the performance of selected financial 
ratios in selected companies. 

 To study the impact of disinvestment on selected 
financial ratios in selected companies. 

 To compare the impact of disinvestment on 
Maharatna and Navaratna companies. 

 
HYPOTHESIS 

 
Null Hypothesis (H0): There is no significant impact of 
disinvestment on selected financial ratios of selected 
companies. 

Alternative Hypothesis (H1): There is significant impact 
of disinvestment on selected financial ratios of selected 
companies. 
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Research Methodology 

To achieve above mentioned objectives six companies 
had selected out of which three are from Maharatna i.e., 
Coal India Limited, Oil And Natural Gas Corporation, 
Steel Authority Of India Limited and three from 
Navaratna i.e., National Aluminum Company, Rural 
Electrification Corporation, Engineers India. To study 
financial performance of selected companies following 
vital ratios had selected which will indicate overall 
financial performance of companies PBIT, Net Profit, 
Equity Ratio, Assets Ratio and Capital Employed Ratio.  
The period of the study is from 2007 to 2017 and 2012 is 
considered as base year. The data had been collected 
from various secondary sources like official websites, 
search engines, articles and etc. Paired T-test used for 
testing the statistical significance and this test is applied 
not only for ratio performance but also effect of 
disinvestment on the basis of pre and post disinvestment 

Data Analysis 

Table: 1- Coal India Ltd 

RATIO 
MEAN 

t-stat 
t-
table 

H0 H1 
PRE POST 

PBIT 1134.624 5344.484 3.22 2.77 Reject Accept
Net Profit 986.978 5178.032 -3.282 2.77 Reject Accept
Equity Ratio 22.152 85.668 -6.124 2.77 Reject Accept
Assets Ratio 14.956 60.848 -5.309 2.77 Reject Accept
Capital 
Employed 
Ratio 

19.714 71.142 -6.33 2.77 
Reject Accept 

(Source: Complied data) 

 

Table: 2- Oil and Natural Gas Corporation 

RATIO 
MEAN 

t-stat t-table H0 H1 
PRE POST 

PBIT 40.508 32.334 2.69 2.77 Accept Reject
Net Profit 27.196 25.436 0.792 2.77 Accept Reject
Equity Ratio 21.6 13.258 34.857 2.77 Reject Accept
Assets Ratio 11.574 9.176 2.577 2.77 Accept Reject
Capital 
Employed 
Ratio 

15.816 10.148 18.022 
2.77 

Reject Accept 

(Source: Complied data) 

 

Table: 3- Steel Authority of India Limited 
 
RATIO 

MEAN 
t-stat t-table H0 H1 

PRE POST 
PBIT 24.384 1.324 5.411 2.77 Reject Accept
Net Profit 15.784 -0.384 5.30 2.77 Reject Accept
Equity Ratio 24.794 0.432 9.5 2.77 Reject Accept
Assets Ratio 12.59 0.13 8.949 2.77 Reject Accept
Capital 
Employed 
Ratio 

18.532 0.386 9.6 
2.77 Reject Accept 

(Source: Complied data) 

 
 

Table: 4- National Aluminum Company 
 

RATIO 
MEAN

t-stat t-table H0 H1 
PRE POST 

PBIT 39.448 16.564 2.920 2.77 Reject Accept
Net Profit 25.746 11.104 2.890 2.77 Reject Accept
Equity Ratio 15.948 6.556 2.034 2.77 Accept Reject
Assets Ratio 12.48 4.942 2.051 2.77 Accept Reject
Capital 
Employed 
Ratio

14.75 5.876 2.110 2.77 
Accept Reject 

 (Source: Complied data) 

 

Table: 5- Rural Electrification Corporation 

RATIO 
MEAN

T-stat T-table H0 H1 
PRE POST 

PBIT 100.482 30.246 4.101 2.77 Reject Accept
Net Profit 28.748 26.458 0.846 2.77 Accept Reject

Equity Ratio 18.822 20.810 -1.17 2.77 Accept Reject
Assets Ratio 2.464 2.91 -1.41 2.77 Accept Reject

Capital 
Employed 

Ratio
2.712 3.424 -1.947 2.77 Accept Reject 

(Source: Complied data) 

 

Table: 6- Engineers India 

RATIO 
MEAN 

t-stat 
t-
table 

H0 H1 
PRE POST

PBIT 34.024 32.608 0.620 2.77 Accept Reject
Net Profit 23.532 21.820 1.078 2.77 Accept Reject
Equity Ratio 26.221 16.352 1.187 2.77 Accept Reject
Assets Ratio 11.458 10.168 0.367 2.77 Accept Reject
Capital 
Employed 
Ratio

26.004 16.042 1.231 2.77 Accept 
Reject 

(Source: Complied data) 

Findings 

From above analysis we can observe that Maharatna 
companies most of the calculated values are more than the 
table value, hence null hypothesis is rejected and 
alternative hypothesis is accepted.  It is found that there is 
significant impact on Maharatna companies.  Navaratna 
companies most of the calculated values are less than the 
table value, hence null hypothesis is accepted and 
alternative hypothesis is rejected.  It is found that there is 
no significant impact on Navaratna companies. 

Suggestions 

The efficient workings of the public sectors will increase 
by making disinvestment because private sectors will 
perform efficiently than the public sector. By making 
Disinvestment will decrease the burden on government. 
The public sector units will share the working 
performance with private sectors so the burden to public 
units will decrease. Disinvestment should be done in the 
small public sectors to increase the efficiency and 
increase the company’s performance and to develop the 
company. Professional management and full autonomy 
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should be given in matter of pricing, investment and 
employment of public sector enterprises. 

Conclusion 

Disinvestment can lead to increase the efficiency through 
better utilization of resources but riskless privatization 
may not provide the ultimate solution for longer period of 
time. The stress should be on making PSUs work more 
efficiently rather than reducing public ownership in 
economy. Efficiency may also be achieved by changing 
the quality of management and not only by changing the 
ownership. The study concludes that the disinvestment is 
good for a country’s economy as it provides revenue for 
the government, increases operating and financial 
performance of enterprises and also restructure those units 
which are continuously loss making enterprise. But the 
main problem behind non achievement of disinvestment 
targets is passive behaviors of government. BJP and 
congress both government has included disinvestment 
part in their manifesto for the loksabha election 2014. But 
no government review policies for disinvestment after 
fixing the targets. Hence our government should look 
after it if it wants to achieve its goals and also set targets 
by keeping in mind various market conditions, elections 
and should issue policies for it time to time. 
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